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Eligible investors 

e The Small Business Development 
Corporations program has always pro- 
hibited investments through an SBDC 
by the spouse, parents, children or 
siblings of the controlling shareholders 
of the small business. The prohibition 
has been extended to encompass any 
““member of the family,’ including 
aunts, uncles, nephews, nieces, grand- 
parents, cousins and certain in-laws. 

Ref. Page 5 

Total debt and equity investment 

e The limit on the total debt and equity 
investment in a small business and any 
corporations affiliated with that small 
business by one or more SBDCs is 
reduced from $5 million to $2.5 million. 


Ref. Page 5 

Voting shares of a small business 

e Any number of SBDCs are limited to 
owning in total no more than 49 per 
cent of the voting shares of any small 
business. 

Ref. Page 5 

Investment requirements 

e An SBDC may be registered with a 
minimum captial investment of $25,000. 
Within one year of its registration, the 
SBDC must increase its equity capital 
to a minimum of $100,000. Investment 


requirement dates are now tied to the 
date an SBDC issues shares. Every 
time shares are issued, the SBDC has 
12 months in which to invest 40 per 
cent of that capital, and 24 months to 
invest 70 per cent. Shares issued by the 
corporation prior to registration are 
deemed to have been issued on the date 
of registration for the purposes of 
determining the dates by which that 
capital must be invested. 

Generally, funds invested by an SBDC 
cannot be used by the small business to 
repay debts owing to any shareholders 
of the investing SBDC or any associates 
of such shareholders. 


Ref. Page 5 


Election of SBDC Funds 

e For shares of an SBDC issued after 
May 15th, 1984, the SBDC must file 
an “Election of Fund” form designating 
the fund from which the incentive is to 
be paid. 
For the 1984 fiscal year (ending March 
31, 1985): 


e $7.5 million is allocated for the pay- 
ment of incentives on capital raised by 
SBDCs to support investment in small 
businesses located in northern and 
eastern Ontario. To be eligible, a busi- 
ness must have paid in the last 12 
months at least 75 per cent of its wages 
and salaries to employees whose or- 
dinary place of employment is located 
in northern and eastern Ontario. 
Northern and eastern Ontario is defined 
as including Muskoka, Victoria, North- 
umberland and all counties and districts 
to the north and east. 


e $5 million is dedicated for the payment 
of incentives where SBDCs make in- 
vestments in new enterprises. A new 
enterprise is one that has not previously 
conducted business or is less than one 
year old, regardless of location in 
Ontario. A company will not qualify as 
a new enterprise if it has acquired or 
intends to acquire the assets of an 
operating business. 

e $12.5 million is available for the pay- 
ment of incentives on capital raised by 
SBDCs to make general investments. 
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Note: 
This booklet describes in general terms the SBDC program. It has been developed 


from the SBDC Act, but is not a substitute for the Act. 


Program Overview 


Administered by the Ontario Ministry of 
Revenue, the Small Business Develop- 
ment Corporations program isa relatively 
new approach to stimulating the growth 
of the Province’s small business sector. 
Designed to encourage private sector 
investment in Ontario small businesses, 
the program has blended the concepts of 
venture capitalism and government assis- 
tance. The program aids small businesses, 
both in the growth and start-up phases of 
their development. 
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Although the program is based on a 
number of imaginative concepts, it is 
easily understood and accessible by both 
investors and small businesses. 


Here is how it works. 


A group of investors, or a single investor, 
can pool their capital and form a Small 
Business Development Corporation 
(SBDC), a public or private company 
incorporated under the Business Corpora- 


BZ Ontario 
Grant or Credit 
$30,000 


Eligible Small Businesses 
$70,000 (+ $30,000) 


tions Act of Ontario and registered with 
the Ministry of Revenue. SBDC investors 
must purchase equity (voting) shares of 
the SBDC. For providing this investment 
capital, SBDC investors receive a 30 per 
cent grant (to individuals resident in 
Ontario) or tax credit (to corporations 
paying Ontario Corporations Income 
Tax) from the Province of Ontario. 


There is no limit on the amount of invest- 
ment the individual or corporate investor 
may make in the SBDC but the total 
equity capital of each SBDC is limited to 
$5 million for private corporations and 
$10 million for public corporations. 


As an SBDC 1s capitalized, 30 per cent of 
its equity capital must be deposited into a 
trust fund held in trust by the corporation, 
for the corporation and the Ministry of 
Revenue jointly. The trust fund is usually 
established at a chartered bank or trust 
company and the manner in which the 
trust fund is set up is subject to Ministry of 
Revenue approval. 


Monies can only be withdrawn from the 
trust fund with written authorization 
from the Minister of Revenue. Approval 
is given when the SBDC invests in an 
eligible small business, at which time an 
amount equal to 3/7 of the investment 
can be withdrawn from the trust fund by 
the corporation. 


The SBDC, which is similar to a holding 
company, must supply investment capital 
to aneligible small business by making an 
equity investment. The SBDC must pur- 
chase new equity shares (shares which 


carry voting rights) of the small business. 
An SBDC is limited to purchasing a 
maximum of 49 per cent of the voting 
shares of a small business. Two or more 
unassociated SBDCs can together own up 
to 60 per cent of the voting shares of any 
one small business. Any one eligible small 
business cannot receive more than $5 
million from any number of SBDCs. The 
SBDC can also supply managerial and 
technical expertise to the eligible small 
business. 


By the end of its first year of registration, 
an SBDC must have a minimum of 
$100,000 in equity capital with 40 per cent 
of the equity capital being invested in 
eligible small businesses. By the end of its 
second year of registration, the SBDC 
must have 70 per cent of its equity capital 
invested in eligible small businesses. There- 
after, the SBDC must maintain at least 70 
per cent of its equity capital in eligible 
small businesses. Other SBDC assets may 
be in the form of loans to an eligible small 
business, monies on deposit at a chartered 
bank, and former eligible investments of 
the SBDC. 


Since the program was launched in July, 
1979, some 450 SBDCs have been formed, 
channelling approximately $165 million 
in investment into nearly 400 small busi- 
nesses in Ontario. The infusion of SBDC 
capital has enabled many small businesses 
to start-up, expand or revitalize their 
companies, thereby enhancing the prov- 
ince’s overall economic growth. 


An important SBDC feature is the versa- 
tility of the program, which has served as 
a model for other tax jurisdictions. The 
broad scope of the program, with its four 
main areas of prescribed activity (book 
publishing, manufacturing and process- 
ing, research and development and tourist 
activities), has meant that many diverse 
small businesses have been able to obtain 
debt-free financing. 


Another important feature of the SBDC 
program is flexibility — the ability to 
accommodate many of the diverse inter- 
ests of small businesses and SBDC 
investors. For example, employees of a 
small business needing equity capital may 
form an SBDC, thereby encouraging 
active employee involvement in the growth 
and ownership of the company. 


For these reasons, the SBDC program 
was described as “the best government 
program in Canada by a wide margin” at 
the Association of Canadian Venture 
Capital Companies conference. Few 
program participants would disagree with 
that assessment. 


The SBDC program offers a viable means 
of expanding or starting up a small 
business, or an opportunity to participate 
in an exciting venture capital project. The 
following provides an overview of the 
eligibility requirements for small busi- 
nesses. 


Eligibility Requirements for 
Small Businesses 


Does your small business fit? 
Take a look at the following requirements. 


A small business may be eligible for SBDC 
investment if it: 


® is a Canadian-controlled corporation; 
@ has no more than 150 employees; 


@ pays at least 75 per cent of its wages 
and salaries in respect of operations in 
Ontario; 


® operates at arm’s length of the investing 
SBDC; 


@ is primarily engaged in manufacturing 
and processing, tourist activities, book 
publishing or research and develop- 
ment. 


The following is a brief description of 
permissible activities: 


e Manufacturing and processing includes 
small businesses that produce or put 
into marketable form goods or 
materials from raw, unfinished or pre- 
pared goods or materials, for sale or 
lease by the small business. Construc- 
tion activities, farming, fishing, motion 
picture, film or video production 
(except animated videos) and oil or gas 
well operation or production are not 
eligible. 


© Tourist activities include small busi- 
nesses involved in the operation and 
management by the owner of: 


(1) a hotel, motel, or resort primarily 
offering overnight accommodation, or 


(11) a commercial tourist attraction or 


recreational facility that is designed 
for and is used primarily by tourists, 
but not including a restaurant or 
other similar establishments. 


Book publishing includes small busi- | 
nesses involved in publishing books 
manufactured and printed in Canada : : 
and written or translated substantially = 
by Canadian authors. The books must * 
be bound, non-periodical publications 
containing no paid advertising and- 
published for educational, technical, 
cultural or literary purposes. 


® Research and development activities 


include small businesses primarily 
engaged in scientific research as 
defined under section 2900 of the regu- 
lations under the Income Tax Act of 
Canada. Research and development 


also include the creation or improve- 
ment of new or existing materials, 


devices, products or processes. 


A small business is considered to be 
primarily engaged in a prescribed activity 
if, at the time of SBDC investment, more 
than 50 per cent of its combined assets 
and wages and salaries are being used for 
the prescribed activity. If the small busi- 
ness is a Start-up, it will be considered to 
be primarily engaged in a prescribed 
activity if it commences its activities, and 
meets the stated requirements within 12 


months of the date of the SBDC invest- 
ment. 


For further information on the Eligibility 
Requirements of Small Businesses, call 
(Oshawa) (416) 433-6352, 433-6330 or 
433-6338. 


Match-Up 

A recent innovation in SBDC program 
activities has been a unique match-up 
service which brings together the eligible 
small business and the SBDC investor. 


The match-up service has been developed 
by SBDC program personnel to maximize 
investments in small businesses, as well as 
widen the area of search for small busi- 
nesses seeking debt-free funding. The 
match-up service employs a highly per- 
sonalized approach to bringing together 
the small businesses hoping to attract 
SBDC investment, and the venture capi- 
talists looking for potential investment 
prospects. 


By taking advantage of the match-up 
service, SBDCs and small businesses can 
eliminate a good deal of fruitless search- 
ing. Using an inventory of SBDCs and 
eligible small businesses, a small business 
and an SBDC can be brought together 
and then left alone to negotiate. It should 
be noted that the match-up service does 
not attempt to endorse any SBDC or 
small business. 


Match-up focusses on providing assistance 
to viable SBDCs and small businesses. 
Therefore, SBDCs must provide clear 
and sensible investment plans regarding 
the “ideal” small business. The plans 
should include the size of the desired 
investment, the preferred activity, the 
geographic location, and the financial and 
managerial condition of the small business 
in which they would invest. 


On the other hand, small businesses must 
be prepared to market themselves to 
prospective investors. The small business 
owner hoping to attract SBDC investment 
should have a sound business plan which 
outlines the need for additional capital, 
proposed uses of investment proceeds and 
the benefits of SBDC investment in the 
company. Most important, the small 
business owner should know what is 
unique about the business. 


When examining small businesses, 
SBDCs look for evidence of sound 
management, saleable products, good 
planning and some financial commitment 
from the small business owner. Small 
business owners interested in _ being 
matched with an SBDC should call or 
write to the SBDC program at the Ontario 
Ministry of Revenue. They must also be 


prepared to answer questions concerning 
how much capital is needed, for what 
purpose, the profits and loss of the 
company, sales for the last three years, 
if applicable, forecasts for the next three 
years, and the possible return on invest- 
ment. 


Whether or not the negotiations lead toa 
successful outcome, both the SBDC and 
the small business owner have been spared 
the frustration of tedious, and often in- 
conclusive searching by using the SBDC 
match-up service. 


For detailed Match-Up Information, call 
(Oshawa) (416) 433-6470. 


Serving You 


Legislation Specialists 

Legislation specialists provide technical 
advice regarding not only the require- 
ments of the SBDC Act but also the 
Business Corporations Act, the Securities 
Act, the Corporations Tax Act and the 
Income Tax Act of Canada. The legisla- 
tion specialists assist the SBDC in making 
an eligible investment into an acceptable 
small business. The legislation specialists 
are also able to assist small business 
owners, accountants and lawyers to struc- 
ture the SBDC investment to meet all 
legislative requirements. Registered and 
prospective SBDCs should approach the 
legislation specialists as early as possible 
to receive a ruling on their investment. 


For detailed information, call (Oshawa) 
(416) 433-6352, 433-6330 or 433-6338. 


Preview 

Preview is the initial meeting where 
SBDC _ personnel assist the SBDC 
applicant by answering any questions 
the principals may have regarding incor- 
poration, registration and the SBDC pro- 
gram in general. Program personnel will 
also meet with the principals of prospec- 
tive SBDCs in order to verify the infor- 
mation submitted to the program and the 
relevant documentation for registration. 
All prospective SBDCs are previewed 
prior to registration. 


Registration is the process whereby the 
newly-incorporated business corporation 
becomes a Small Business Development 
Corporation. 


To commence the preview and registra- 
tion process, the following requirements 
must be met: 


@ the corporation must comply with all 
provisions of the Business Corpora- 
tions Act of Ontario; 


® an application for registration in 
duplicate must be made on the pre- 
scribed form; 


@ the application must be accompanied 
by a certified or notarial copy of the 
corporation’s articles of incorpora- 
tion; 

@ the corporation is restricted by its 
articles to “assisting in the develop- 
ment of small businesses by providing 
capital through the acquisition and 
holding of securities, and providing 
business and managerial expertise to 
small businesses”; 


® the total stated capital of the corpora- 
tion must be limited to $5 million for 
private corporations and $10 million 
for public corporations; 


@ the corporation must not have carried 
on business at any time prior to regis- 
tration. 


It should be noted that a corporation may 
be registered with as little as $25,000 in 
issued capital. 


Once the initial requirements have been 
met and the SBDC principals have met 
with program personnel, the corporation 
may be registered as an SBDC. A 
stamped copy of the Application/ Pro- 
posal for Registration is returned to the 


SBDC principals, together with a Certifi- 
cate of Registration. 


For application forms and further in- 
formation, call (Oshawa) (416) 433-6465. 


Operations 

The Operations section will assist a 
registered SBDC in maintaining its 
registered status by providing guidance, 
reporting forms and reminders of report- 
ing requirements. Operations  con- 
centrates on trust fund establishment, 
investment, capital requirements and 


annual reporting requirements, changes 


in the capital structure or investment 
portfolios of SBDCs, as well as processing 
grants and tax credit applications from 
SBDC investors. 


For detailed information, call (Oshawa) 
(416) 433-6466. 


Subsequent Ineligibility 


An eligible small business may become 
ineligible for a number of reasons. The 
treatment of the small business under the 
SBDC Act depends on the reason for the 
subsequent ineligibility. 


A small business may thrive with SBDC 
investment and over a period of time, 
grow to the point where the company can 
no longer be considered a small business, 
as defined in the legislation. 


For example, a small business may have 
up to 150 employees on the date of 
investment by the SBDC. However, if the 
business expands to the point where the 
number of employees exceeds 150, the 
small business is still considered to be 
eligible but cannot receive additional 
SBDC investment. Once the number of 
employees exceeds 300, the small business 
will become ineligible. At this point, the 
SBDC must notify the Ministry of 
Revenue within 30 days. The SBDC will 
then have five years from the date that 
the employee limit was exceeded to either 
dispose of the investment or to maintain 
the investment outside the 70 per cent of 
equity which must be devoted to eligible 
investments. 


If a small business becomes ineligible 
because it no longer meets the basic re- 
quirements of the Act (other than the 
employee requirement), the SBDC must 
notify the Ministry of Revenue within 30 
days of such change. The SBDC will then 
have two years in which to dispose of the 
investment or hold the investment outside 
the 70 per cent of equity capital which 
must be devoted to eligible investments. 
12 


It should be noted that if the SBDC 
decides to dispose of its investment in 
the small business, it must first offer the 
shares to all other shareholders of the 
small business, except shareholders which 
are SBDCs. If the first offer is refused, 
the SBDC may offer the shares to other 
investors but only on the same conditions 
and terms as offered to the small business 
shareholders. The SBDC must also notify 
the Ontario Ministry of Revenue at least 
21 days prior to such action. 


Revocation of Registration 


Revocation 

In order to maintain its registered status, 
an SBDC must continue to meet the 
requirements of the Act. However, if the 
corporation violates the Act or the cor- 
poration’s officers, directors or share- 
holders are conducting their affairs con- 
trary to the spirit and intent of the SBDC 
Act, the Minister may proceed to revoke 
the registration of the SBDC, or refuse to 
pay a grant or tax credit. 


Objection and Appeal 

An appeal process exists for individuals 
or corporations objecting to a Ministerial 
decision. Notice of Objection forms are 
available from the SBDC program, Tax 
Appeals Branch or Retail Sales Tax 
district offices. 


All objections are evaluated by the 
Minister. Written notification of the 
Minister's Decision is made to the 
applicant and the Minister’s decision is 
final. There is no further appeal unless the 
dispute involves an interpretation of the 
SBDC Act ora separate legal issue, in 
which case the Divisional Court may be 
called upon to determine the issue. 


Return of Grants and Tax Credits 

SBDC investors are not liable for repay- 
ing any incentives received by them. 
Under certain circumstances, the Ontario 
Government is authorized to recover 
from the SBDC an amount equal to the 
incentives paid to SBDC investors. 


If the registration of the SBDC is 
revoked or the SBDC proposes to wind 
up, it must pay the Ministry of Revenue 
an amount equal to the lesser of: 


@ the total of grants and tax credits 
received by the SBDC shareholders; 
or 


@ 30 per cent of the value of the 
SBDC’s current __ shareholder’s 
equity. 


If the SBDC repurchases its shares, it 
must pay the Ontario Ministry of 
Revenue an amount equal to the 
lesser of: 


© 30 per cent of the amount for which 
the shares were originally issued; 
or 


© 30 per cent of the amount for which 
the shares are being repurchased. 


It should be noted that interest on any of 
the money remaining in the trust fund 
may also be repayable to the Ontario 
Ministry of Revenue. 


Owing to the recapture provisions of the 

SBDC Act, each share certificate issued 

by the SBDC must state the following: 
“The value of the shares represented by 
this share certificate may be signifi- 
cantly affected by recapture provisions 
under the Small Business Development 
Corporations Act”. 


More Information? 


For general information on the Small 
Business Development Corporations pro- 
gram, call the Ministry of Revenue’s 
Information Centre toll-free from any- 
where in Ontario: 


® In Metro Toronto 
— dial 965-8470 


@ In Area Code 807 
— ask the Operator for 
Zenith 8-2000 


@ In Area Code 416 
— dial 1-800-263-7700 


@ in all other areas 
— dial 1-800-263-3960 


Or write to: 
Ministry of Revenue 
Small Business Development 
Corporations Program 
33 King Street West 
P.O. Box 625 
Oshawa, Ontario 
L1H 8H9 
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